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for the same period of years as the con-
tract that succeeds the expiring con-
tract.

(ii) Last year. The plan year in which
the amortization of an experience gain
or loss must end in the case of a plan
using the shortfall method is the 15th
plan year following the plan year in
which the experience gain or loss arose.
For a multi-employer plan described in
section 414 (f), the amortization must
end with the 20th plan year instead of
the 15th.

(3) Use of annual computation charge
in determining experience gain or loss. In
the case of a plan using an immediate
gain type of funding method, an experi-
ence gain or loss is the difference be-
tween the expected unfunded liability
and the actual unfunded liability under
the plan. The expected unfunded liabil-
ity as of the end of a plan year equals
the actual unfunded liability as of the
beginning of the year plus normal cost,
minus contributions, all adjusted for
interest. If the plan adopts the short-
fall method, the expected unfunded li-
ability is computed by using the nor-
mal cost applicable for the plan year in
determining the annual computation
charge under paragraph (d) of this sec-
tion. The same normal cost is used in
computing the unfunded liability under
the frozen initial liability funding
method.

(4) Example. This paragraph is illus-
trated by the following example:

Example. Assume the facts in Example (2)
from paragraph (g) (6) of this section, except
that the entry age normal funding method is
used. Also assume that as of December 31,
1976, the actual unfunded liability is $900,000.

(A) COMPUTATION OF EXPECTED UNFUNDED
LIABILITY

1. Actual unfunded liability as of 1–1–76 .......... $900,850
2. Normal cost portion of annual computation

charge as of 1–1–76 ...................................... 100,000
3. Interest at 5% due on items 1 and 2 ............ 50,043
4. Contribution received with interest: $1.75 ×

80,000 × 1.025 (actual contribution rate
times actual base units times interest adjust-
ment at mid-year) ........................................... 143,500

5. Expected unfunded liability as of 12–31–76
(item 1 + item 2 + item 3 ¥ item 4) .............. 907,393

(B) COMPUTATION OF GAIN OR LOSS
1. Expected unfunded liability as of 12–31–76 $907,393

(B) COMPUTATION OF GAIN OR LOSS—
Continued

2. Actual unfunded liability as of 12–31–76 ...... 900,000

3. Gain (or loss) (item 1 ¥ item 2) ................... 7,393

(i) Election procedure—(1) In general.
To elect the shortfall method, a collec-
tively bargained plan must attach a
statement to the annual report re-
quired under section 6058 (a) for the
first plan year to which it is applied.
The statement shall state that the
shortfall method is adopted, beginning
with the plan year covered by such re-
port. Advance approval from the Inter-
nal Revenue Service is not required if
the shortfall method is first adopted on
or before the later of—

(i) The first plan year to which sec-
tion 412 applies or

(ii) The last plan year commencing
before December 31, 1981.
However, approval must be received
pursuant to section 412(c)(5) prior to
the adoption of the shortfall method at
a later time, or the discontinuance of
such method, once adopted.

(2) Use of specific computation method.
A specific method of computation
under the shortfall method is described
in paragraph (b)(3) of this section, re-
garding the treatment of more than
one contract, employer, or benefit level
under the plan. This specific method
may be adopted with respect to any
plan year to which the shortfall meth-
od applies. Approval from the Commis-
sioner must be received under section
412(c)(5) prior to the adoption of this
specific computation method for a plan
year subsequent to the first plan year
to which the shortfall method applies,
or prior to the discontinuance of a spe-
cific computation method, once adopt-
ed.

(3) Reporting requirements. Each an-
nual report required by section 6058(a)
and periodic report of the actuary re-
quired by section 6059 must include all
additional information relevant to the
use of the shortfall method as may be
required by the applicable forms and
the instructions for such forms.

(j) Transitional rule. In lieu of para-
graphs (g)(2) and (h)(2) of this section
relating to the amortization period for
shortfall and experience gains and
losses, for gains and losses arising in
plan years beginning before January 1,
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1981, a plan may rely on the prior pub-
lished position of the Internal Revenue
Service with respect to the amortiza-
tion period for shortfall and experience
gains and losses.

(k) Supersession. This section and
§ 1.412 (c) (1)–1 supersede §§ 11.412 (c) (1)–
1 and (c) (1)–2 of the Temporary Income
Tax Regulations Under the Employee
Retirement Income Security Act of
1974.

(Secs. 412, 7805, Internal Revenue Code of 1954
(88 Stat. 914 and 68A Stat. 917; (26 U.S.C. 412
and 7805)), and sec. 3 (31) of the Employee Re-
tirement Income Security Act of 1974 (88
Stat. 837; (29 U.S.C. 1002)))

[T.D. 7733, 45 FR 75202, Nov. 14, 1980]

§ 1.412(c)(1)–3 Applying the minimum
funding requirements to restored
plans.

(a) In general—(1) Restoration method.
The restoration method is a funding
method that adapts the underlying
funding method of section 412 in the
case of certain plans that are or have
been terminated and are later restored
by the Pension Benefit Guaranty Cor-
poration (PBGC). The normal operation
of the funding standard account, and
all other provisions of section 412 and
the regulations thereunder, are un-
changed except as provided in this
§ 1.412(c)(1)–3. Under the restoration
method, the PBGC shall determine a
restoration payment schedule, extend-
ing over no more than 30 years, that re-
places all charges and credits to the
funding standard account attributable
to pre-restoration amortization bases.
The restoration payment schedule is
determined on the basis of an actuarial
valuation of the accrued liability of
the plan on the initial post-restoration
valuation date less the actuarial value
of the plan assets on that date. The ini-
tial post-restoration valuation date is
the date of the valuation that falls in
the first plan year beginning on or
after the date of the restoration order.

(2) Applicability of restoration method.
A plan must use the restoration meth-
od if, and only if—

(i) The plan is being or has been ter-
minated pursuant to section 4041(c) or
section 4042 of the Employee Retire-
ment Income Security Act of 1974
(ERISA); and

(ii) The plan has been restored by the
PBGC pursuant to its authority under
section 4047 of ERISA.

(b) Computation and effect of the initial
restoration amortization base—(1) In gen-
eral. The initial restoration amortiza-
tion base is determined under the un-
derlying funding method used by the
plan. When the plan uses a spread gain
funding method that does not maintain
an unfunded liability, the plan must
change either to an immediate gain
method that directly calculates an ac-
crued liability or to a spread gain
method that maintains an unfunded li-
ability. A plan may adopt any cost
method that satisfies this requirement
and that is acceptable under section 412
and the regulations thereunder, pro-
vided that the plan administrator fol-
lows the procedures established by the
Commissioner for changes in funding
methods. The initial restoration amor-
tization base is determined using the
valuation for the plan year in which
the initial post-restoration valuation
date falls. The initial restoration am-
ortization base equals the accrued li-
ability with respect to plan benefit li-
abilities returned by the PBGC less the
value of the plan assets returned by the
PBGC. The initial restoration amorti-
zation base replaces all prior amortiza-
tion bases including those under sec-
tion 412(b)(2) (B), (C), and (D) and under
section 412(b)(3)(B). Any base resulting
from a change in funding method, in-
cluding a change required under this
paragraph, is treated as a prior amorti-
zation base within the meaning of this
paragraph (b). Any accumulated fund-
ing deficiency or credit balance in the
funding standard account is set equal
to zero when the initial restoration
amortization base is established.

(2) Example. The following example il-
lustrates the provisions of this para-
graph (b):

Example. A pension plan uses the calendar
year as its plan year, makes its annual peri-
odic valuation as of January 1, and uses the
unit credit actuarial cost method for funding
purposes. The plan is in the process of being
terminated. By order of the PBGC the plan is
restored as of July 1, 1991. The initial post-
restoration valuation date is January 1, 1992,
and a restoration payment schedule order is
issued on October 31, 1992. If, as of January 1,
1992, the accrued liability of the plan is
$1,000,000 and the value of the plan assets is
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